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The Objectives of Economic Planning 


CLAUDE D. BALDWIN 


Department of Economics and Business Administration, 
West Virginia University 


nomic planning, surprisingly 

little attention seems to have 
been paid to the objectives of plan- 
ning, though much has been written 
on the so-called necessity of plan- 
ning. Is it not reasonable for the 
critic and the adherent alike to ask 
for what we are planning? If not 
just for planning’s sake, are we de- 
sirous of planning for more output, 
more leisure, greater equality, mili- 
tary preparedness, or what? For 
convenience in summarizing the 
argument, those problems of objec- 
tives which pertain to that elusive 
concept, social welfare, have been 
divided into three parts: (1) the 
arbitrary elements of planning which 
directly concern the organization of 
production; (2) the problems associ- 
ated with the concept of the Social 
Good, or ethical valuations; and 
(3) the implications of planning to 
democratic institutions and personal 
freedom. 

In a system of more or less liber- 
tarian planning, there are certain 
arbitrary elements—arbitrary in the 
sense that they do not depend on the 
freely expressed preferences of in- 
dividual economic agents. The de- 
cisions relative to these elements 
must, in the nature of things, be 
taken by the state, and only through 
its governmental machinery can in- 
dividuals voice their preferences one 
way or the other. The most im- 
portant of these elements which per- 


I CURRENT discussions of eco- 


tain rather directly to the economi- 
cal direction of the productive ma- 
chine are: 


1. The allocation of resources be- 
tween communal and individual con- 
sumption. 

2. The allocation of resources be- 
tween present and future consumption. 

3. The choice between work and 
leisure. 

4. The weight to be given extra- 
monetary elements—social costs. 

5. The initial decision as to what is 
to be produced. 5 


How much of the community’s re- 
sources should be devoted to the 
production of goods and services 
which may be occasionally consumed, 
e.g., education, health, defense, etc., 
is a question which, because of the 
very nature of these services, makes 
impossible individual preferences; in 
this realm authoritarianism seems to 
have some merit. There is something 
to be said, it seems, for dictating to 
the people that they should send 
their children to school, that they 
should protect one another from dis- 
ease, and so on. These items are 
apt to be overlooked if left to indi- 
vidual decision, since the original 
neglect of matters highly important 
to the community as a whole may 
seem insignificant to individuals. 

The decision as to the amount of 
capital to be accumulated for the 
technological advance of society is, 
likewise, placed in the hands of the 
state when ownership of capital 
goods (and savings) is vested 
therein. Should the amount of capital 
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accumulated be large or small? 
Should it be great enough to reduce 
the net productivity of capital to 
zero, and the rate of interest, there- 
fore, to zero? This question remains 
unanswered and unanswerable at the 
present moment; only through actual 
experiment can the answer be de- 
termined. Soviet Russia seems to 
have emphasized capital accumula- 
tion as a means of industrializing the 
nation: but whether a technically 
efficient country like the United 
States need adopt such a rapid rate 
of accumulation is open to serious 
doubt. At any rate, the authority in 
charge of production, influenced by 
the policy laid down by the govern- 
ing bodies, must ultimately make the 
decision, which from an individual 
point of view will be arbitrary. 

The choice between more work 
and less leisure and more leisure 
and less work is a similar case. By 
and large, most individuals in any 
society have that decision made for 
them; most of us still work by the 
time clock. We punch in our time 
and clock out according to the con- 
ventional standards, let us say on 
the average of an 8-hour day in this 
country at present. It is conceivable, 
however, that if productivity in- 
creased as a result of planning, there 
would be some justification for di- 
minishing the amount of time spent 
at work and increasing the amount 
devoted to the pursuit of other ac- 
tivities. 

By social costs are meant those 
elements which, in our present so- 
ciety, receive little or no monetary 
expression in the costs of producing 
a particular good or services, e.g., 
the deterioration of workers’ health, 


smoke from obnoxious industrial 
chimneys, etc. Though these ele- 
ments are “costs” to the community | 
in the sense that they involve dis- 
utilities, they do not receive ade- 
quate reflection in the market price 
of goods; the ill-health of workers, 
for example, is an item of personal > 
expenditure not often borne by the 
employer in whose factory that 
health has been impaired. To what 
extent social costs may be given 
weight in any society depends upon 
some judgment based upon experi- 
ence and observation—some rule-of- 
thumb. At present no tool seems, 
to be available for reducing such 
imponderables to monetary terms 
and thus expressing them in price; 
this would also be true in a planned 
economy. 

A curious misconception about the 
nature of the productive process 
seems to have arisen in respect to 
whether in a planned economy con- 
sumers would “dictate” what is to 
be produced. It is submitted that 
consumers commonly exercise only a 
negative vote on such matters; they 
express their preferences for goods 
already produced, but because of 
their essentially passive nature, they 
seldom exercise much influence on 
what will be produced and offered 
to them in the first instance. De- 
cisions as to whether new inventions 
shall be utilized immediately or post- 
poned and whether products shall be 
altered in an attempt to adapt them 
to the requirements of various 
bodies of consumers in different 
localities, are, after all, matters for 
the producers to work out in any 
society. 

Reviewing as a whole this ques- 
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tion of arbitrary decisions, it seems 
that the decisions in question are, in 
part at least, of the same kind as 
those already made arbitrarily 
ander capitalist individualism. Very 
little attention has hitherto been 
ziven to social costs except by the 
legal enactments of the state. They 
refer to fields of choice, moreover, 
in which individual decisions can 
never be more than very rough-and- 
ready and are notoriously inade- 
quate, and in which little loss of 
welfare seems to result from draw- 
ing the line a little above or a little 
xelow some ideal point. Perhaps 
one could offset against these ele- 
ments the greater gain which might 
result from greater equality in in- 
come, prestige, and power. It is 
when we discuss what is in the 
yeneral welfare, what is the Social 
sood, that we face a serious con- 
lict of opinion. It is readily evident 
hat each of the above-mentioned 
ive decisions impinges upon this 
soncept and raises the question as to 
whether a decision one way or the 
ther will increase or decrease the 
reneral welfare. 

Clearly we are no longer in the 
-ealm of economics as traditionally 
lefined when we begin considering 
‘thical value judgments of the ends 
for which we should plan. What 
ems to some persons to be a con- 
ribution to the general welfare may 
eem diametrically opposed thereto 
n the opinion of others. One school 
f thought, including Hegel, Green, 
3osanquet, and others, believes that 
vhat is in the welfare of society 
s determined by the degree to which 
ndividual wills are in harmony with 
collective will, and that, therefore, 


true morality consists in bending the 
individual will to that of the state. 
Fascism and Naziism at present 
exemplify this creed. On the other 
hand, some persons believe that in- 
dividuals should determine what is 
best for them, what is promotive of 
the general welfare. Theories of the 
Social Good itself may perhaps be 
omitted here, but it is extremely 
important to realize that today we 
are faced with this choice between 
social philosophies; it is dangerous 
to consider the United States, for 
example, as being free from either 
element. 

Economic planning clearly in- 
volves something more than the 
mere adjustment of means to ends; 
it involves also the conscious choice 
of ends. When the end is given and 
precisely known, the task of find- 
ing the best means towards it, 
though practically difficult, is at least 
clear-cut. In times of war there is 
general agreement that immense 
quantities of shells and guns must 
be turned out in the least possible 
time. This could be planned for. 
But in normal peace times, could we 
ask the citizens of any country to 
forgo other ends with an equal de- 
gree of unscrupulous disregard for 
individual feelings? To what end 
should planning be directed? Do we 
seek national power or the happiness 
of individual citizens? Do we want 
to be a self-sufficing community or 


-a more or less specialized part of 


a world system? Do we want a 
large population or a small one? 
Do we prefer an immense equip- 
ment for satisfying material wants 
by producing commodities or a 
high degree of mental training to 
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enjoy them? Such questions are 
merely general; but it is obvious 
that if we choose one of these ends 
to the exclusion of the others, 
serious problems may arise. It seems 
possible to weigh the advantages 
of pursuing one end as compared 
with another, and to follow a num- 
ber of ends simultaneously; the 
danger is that society may become 
lopsided by its emphasis upon one 
end to the omission of other ends 
equally desirable to many persons. 
Until some sort of solution is 
offered and accepted, however, the 
advocates of planning are building 
castles of words. 

To those who speak optimistically 
of the vast and apparently painless 
potentialities of planning in the 
social realm, it may be less pleasant 
to realize that the eradication of any 
social evil must be paid for, and that 
if we dislike the price of change 
we must put up with the ills we 
have. Ultimately we may measure 
the extent to which individuals are 
willing to pursue one objective 
rather than another by asking them 
to pay for their choice the price of 
forgoing the other goals. American 
planners typically have set the goal 
of greater output which, they assert, 
will lead to prosperity and promote 
social progress. America, as some- 
one has remarked, has a philosophy 
of prosperity, a worship of material 
wealth, and in keeping with that 
philosophy many persons have ad- 
vocated increasing and ever-increas- 
ing production. Gadgets and more 
gadgets seem to be the desidera- 
tum of these planners. 

But once we ask them to compare 
the advisability of letting people 


have a little more leisure in which 
to enjoy all the gadgets which the 
efficient technical machine has 
turned out, it becomes evident that 
some are less sanguine about their 
original proposals. Clearly there 
may be an essential incompatibility 
between more output and more 
leisure. To assert that one is para- 
mount and exclude the other is 
nothing short of irrational. 

Certain advocates of planning 
have been equally naive in their 
belief that greater equality of in- 
come would result in a millennial 
era for mankind. Strict equality 
per capita seems incompatible with 
individual differences of ability; 
moreover, if all were given equal 
incomes it is questionable whether 
they would perform their work as 
efficiently as when some differences 
in income or in social recognition 
are employed as incentives. The use 
of non-pecuniary incentives seems 
limited to a narrow segment of the 
total working population, though 
they may serve as an important 
auxiliary to pecuniary rewards. 
Short of giving some differential 
recognition to individuals, coercion 
becomes the necessary tool whereby 
laborers may be allocated among 
different occupations in accordance 
with the production plan. Here we 
have a case of two incompatibilities; 
strict equalitarianism becomes in- 
compatible with both individual 
liberty and productivity. 

A misconception which has per- 
vaded the literature on socialism, 
communism, and a planned economy 
is the assumption that human beings 
will be different, will have more 
altruistic motives, will be willing to 
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work for the “Social Good” without 
stint, once the new regime is in ex- 
istence. Clearly no accurate predic- 
tion can be made on this matter, but 
there seems to be grave doubt that 
we should permit ourselves the 
pleasant delusion that human beings, 
creatures of habit, emotions, and 
egoistic impulses, will suddenly 
change their nature overnight or 
within the near future. Although 
this is a practical problem whose 
solution must wait upon experience, 
it would be more in consonance with 
reality to take man as he is—good 
and bad—and envisage the problems 
that may arise from his seeming 
“social unsociableness.” On_ this 
basis it may be affirmed that the 
shibboleth of the class conflict of 
the Marxian doctrines may be 
shown up as the delusion it is; that 
the communist doctrine “from each 
according to his ability, to each ac- 
cording to his needs,” can be adopted 
only within very narrow limits; and 
finally, that the “profit motive,” the 
egoistical psychology of most 
human beings, must be utilized in 
order to induce them to perform 
their best services and to offer them- 
selves for employment in those fields 
in which they are most needed. To 
make this statement, however, is not 
to deny the possibility of a greater 
equality in income than exists to- 
Jay; but differential wages seem the 
1ecessary minimum for the success- 
ful planning of production, short of 
soercing labor by dictatorial decree 
nto those occupations in which the 
state considers it would be most use- 
ful—to the state. Would-be dicta- 
ors may be well-advised to consider 
he practical desirability of capital- 


izing on their laborers’ egoistic mo- 
tives by proffering them jobs on the 
basis of free choice and by reward- 
ing them on the basis of services 
rendered, rather than on some other 
basis which may entail coercion ac- 
companied by its inevitably dimin- 
ished productivity. It scarcely needs 
demonstration today that forced 
labor is less efficient than free labor. 

Unless all persons have an equally 
moronic level of capacity, individual 
differences will arise, and with them 
the necessity for differences in social 
rewards—in the form of either non- 
pecuniary rewards or monetary 
wages. Some have gone so far as 
to say that human beings are very 
much interested in the differences 
which exist between different indi- 
viduals and between groups of in- 
dividuals and that competition 
among individuals is an essential in- 
gredient of living. 

Liberty, that ingredient of life 
which most of us cherish beyond 
our desires for more wealth or 
greater equality, is endangered when 
planners propose absolute equality 
or emphasize productivity to the ex- 
clusion of other equally desirable ob- 
jectives. This is not to say, of 
course, that greater equality than 
exists today might not well be -ac- 
complished without imperiling indi- 
vidual freedom of action. But it 
does imply that the selection of a 
socially comprehensive goal of strict 
equality—which implies coercion in 
respect to occupational choice, if not 
to choice of what shall be consumed 
—or of greater and ever greater 
production, may meet with strenuous 
objections on the part of many per- 


sons on the ground that liberty is 
thereby curtailed. 

If individuals in society realize 
the significance of the choice and 
the implications that will inevitably 
follow from the emphasis upon one 
objective rather than another, the 
purpose of this discussion will have 
been attained. There seems to be, 
however, no reason for us to agree 
with critics that society must choose 
only one socially comprehensive goal, 
and that it can not pursue several 
ends simultaneously. Heterogeneity 
of ends is equally as possible for 
society as for individuals; the ad- 
vantages of a little more output and 
a little less leisure, a greater degree 
of national defense and a little less 
of other things, and similar de- 
cisions, can be weighed in the 
balance and some value judgment 
arrived at. The conclusion is simply 
that in any society these arrange- 
ments are never absolutely fixed; 
they are always subject to change 
by the conscious or unconscious 
choice of that society. 

To Americans, in the chaotic 
world of today, the preservation of 
our democratic institutions may 
seem significant enough to offset the 
‘advantages of greater equality, 
greater production, and the rest of 
the desirable things which have been 
promised by planners. Certainly 
democracy is a costly way of run- 
ning a country, and there is much to 
be said for dictatorship or authori- 
tarianism in general. No one would 
deny the possibility that a dictator 
could, given the resources of the 
United States and its fairly skilled 
labor force, construct a highly ef- 
ficient productive machine, or that 
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he could create a powerful military} 
state, armed to the teeth. Perhapss 
he could with equal dispatch level 
incomes and produce greater equality) 
among individuals. But if the price! 
of dictatorship, or rather of the loss: 
of running our country for ourselves: 
—in which are included all the civil 
liberties of speech, press, religion,| 
etc.—had to be paid, it is likely that} 
a good many persons would be} 
willing to forgo the desirable objec-| 
tives of greater wealth and equality. 

There are those who see in plan-. 
ning the road to dictatorship; Pro-. 
fessor Lionel Robbins once re- 
marked that “if you scratch a. 
would-be planner, you will find a 
would-be dictator.” And yet this 
need not be the case. Like any other 
decision on the institutional arrange- 
ments of a society, democracy may 
be preserved as one of a hetero- 
geneity of ends. But society must be 
willing to pay the price for organiz- 
ing itself in a certain manner— 
either democracy or dictatorship. It 
must be content to see the produc- 
tive machinery produce a little less 
in order that laborers may choose 
their own occupations; it must be 
patient at the delays in Congres- 
sional debates on policy; it may 
have to endure some differences in 
wealth and income. All these are 
ends which may be incompatible 
with one another if carried to their 
extremes. 

Some persons believe the mere 
assertion that planning may be car- 
ried on under a democracy estab- 
lishes a case; they would be well-ad- 
vised to scrutinize their earlier san- 
guine assumptionse The dangers to 
the political heritage of this country 
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in the introduction of economic plan- 
ning are too often minimized by 
planners. On critical examination, 
there is little evidence that large 
masses of men act together more 
harmoniously in any other field or 
under any other form of organiza- 
tion—be it work or play or the pur- 
suit of intellectual or religious 
values—than they do in what is 
called business. Once this fact is 
admitted, the danger is clear that 
one group may seize control of the 
political machinery of the state and 
wield it against other groups. The 
price of retaining a fairly work- 
able democratic system is eternal 
vigilance. 

Special attention is called to one 
fact that seems to have escaped the 
notice of many planners. That fact 
is: under economic planning the 
state owns the means of livelihood 
of each and every citizen; it is the 
sole employer and the sole seller. 
It is easily seen that control over a 
man’s means of livelihood means 
control over his life. The state 
could exercise its monopolistic power 
in the economic realm to re-enforce 
its vast power of sovereignty in the 
social realm; there would be no ap- 
peal from its decision so far as the 
individual was concerned. It would 
be possible, as some have suggested, 
that instead of planning production, 
the state might begin to plan people. 
It could plan wants through effec- 
tive propaganda and through the 
educational machinery, which would 
be state-controlled; it could plan 
what to produce, how much to pro- 
duce, the amount of work, leisure, 
capital accumulation—in fact, every 
phase of life. The identification of 


economic and political sovereignty 
offers to unscrupulous individuals 
tremendous possibilities for exploi- 
tation. 

It is certain that the advocates of 
planning have been somewhat naive 
in their arguments as to the results 
which would follow from merely 
changing the form of economic or- 
ganization in a society. On the one 
hand, they have greatly exaggerated 
the significance of economic inter- 
ests 1n comparison with other mo- 
tives and values; on the other, in 
the economic sphere itself, they have 
attributed to the system of organi- 
zation much that is really due to the 
vast scale of social relations con- 
nected with modern technology. 
They forget that any large-scale or- 
ganization necessarily becomes im- 
personal and that in this regard po- 
litical process resting on campaign- 
ing, machine organization, and vot- 
ing is fully as bad as market rela- 
tions reflected in the price quotations 
of a board of trade or stock ex- 
change. Planners and _ Socialists 
alike have not taken into account 
the complexity of the economic sys- 
tem itself, much less its implications 
in the social realm. 

They have failed to envision ade- 
quately the dangerous effects which 
a transformation in the economic 
sphere might have on such institu- 
tions as the family and religious or- 
ganizations and upon art, literature, 
and cultural progress in general. 
The Marxian materialistic interpre- 
tation of history is not a satisfac- 
tory appraisal of the historical de- 
velopment of mankind. 

But the critics must also be re- 
minded that they have fallen into 
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the same trap, by and large, by in- 
sisting that these material altera- 
tions in institutional arrangements 
are not only prima-facie evidence 
that the whole of society will be 
changed, but also absolute proof that 
planning contains inherent contra- 
dictions which will inevitably bring 
about its decay and that state owner- 
ship always implies the destruction 
of liberty, democracy, and cultural 
values. 

It may well be that the road to 
dictatorship will be paved with the 
good intentions of economic plan- 
ners; their appalling shortsighted- 
ness is extremely intriguing ma- 
terial for a would-be dictator. But 
it seems that, if all the problems are 
realized, in practical life this need 
not be the case. 

Moreover, it may be admitted 
that no serious thinker can study our 
social system without becoming 
aware of its defects, and that a 
recognition of these may make so 
deep an impression upon him that 
he may begin to have doubts as to 
whether the existing social structure 
can or should last. If, in addition, 
he believes wholeheartedly in the 
progress of human nature and in 
the evolution of altruistic motives, 
then he may eventually reach the 
point of predicting that these mo- 
tives will one day become dominant; 
he may perhaps subjoin a second 
prediction that a renewal of the 
social order will one day follow of 


its own accord. Perhaps the con-— 


clusion on such projected proposals 
as planning and socialism is always 
determined by the allegiance of an 
individual to the pessimistic, the 
optimistic, or the skeptical school 
of thought. As yet there seems to be 
no adequate appreciation of all the 
problems involved when a way of 
life and not just a change in insti- 
tutional arrangements is being dis- 
cussed. 

The chief criticism that is appli- 
cable to both sides is that too many 
have exaggerated the effects which 
institutions have upon man’s inner 
nature. Socialism, and planning as 
well, has emphasized the external of 
man’s life almost to the utter ex- 
clusion of his inner nature. But it 
is the spirit of society, it is the inner 
nature of human beings, with which 
we are ultimately concerned even 
when we propose planning as a way 
to modify or completely alter that 
nature. It seems highly improbable 
that a mere change in man’s ex- 
ternal environment will effect any 
revolutionary change in his internal 
nature. The conclusion seems to be, 
therefore, that economic planning, 
together with socialism and com- 
munism in so far as they propose 
to plan, is too external in nature. 
Both sides forget that democracy, 
liberty, culture, religion, and morali- 
ty are spiritual things, internal to a 
society; they forget that “The king- 
dom of heaven is within you.” 
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The Ethics of Taxation 


CuHarLes J. GAA 


Department of Business Organization and Operation, 
University of Illinois 


AXATION, like all other institu- 

[ tions and activities that have 

their roots and effects in so- 
ciety and the social relationships of 
the human family, is vitally con- 
cerned with ethics. Ethics is the 
study of human conduct as it con- 
cerns right and wrong, good and 
evil. The social order and social 
institutions must be in accord with 
that which intelligent man considers 
ethically correct. Nothing can sur- 
vive for long, especially a fiscal 
system, unless it has the sanction 
of the people. In order to obtain 
this approval, the system must be 
just; it must not violate individual 
rights unless such violation is neces- 
sary for the common good. 

The state clearly has the right to 
use all its powers to promote the 
social and economic welfare of its 
people. The use of taxation to im- 
prove the general welfare is there- 
fore one of the powers of govern- 
ment. 

The construction of a satisfactory 
financial plan for a governmental 
unit requires a very careful observ- 
ance of ethical principles. Tax- 
payers must be shown that their 
rights are not to be invaded and that 
justice will be observed. If such 
assurance is not given, the taxpayers 
will rebel against paying and will 
wreck the fiscal system, thus embar- 
rassing the government. The far- 


reaching effects of a tax rebellion 
are well illustrated by the Ameri- 
can revolution against Great Britain. 
A recent and localized rebellion 
against taxation took place a few 
years ago in Cook County, Illinois, 
when many of the residents of that 
area refused to pay taxes levied 
under an assessment which they con- 
sidered unfair. 

The shifting and incidence of the 
tax burden must be studied in order 
to determine upon whom the weight 
will ultimately fall. The fairness 
of a tax can be judged only by find- 
ing out who finally bears the burden 
and whether he can do so with no 
resulting injustice. 

Care must be taken to insure that 
taxation does not crush or retard, 
any desirable activities or functions 
of individuals or of business con- 
cerns, because excessive taxation has 
the power to destroy the thing upon 
which it is inflicted. Undue taxa- 
tion might leave its impress on the 
very character of the persons upon 
whom it was levied, and private 
initiative and resource might be dis- 
couraged or stifled if the products 
of such initiative were confiscated 
through taxation. 

It is far easier to justify taxation 
in general than to justify any spe- 
cific tax, because people are often of 
the opinion that some particular tax 
is unfair to them personally. There 
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is no unfair infringement of a per- 


son’s individual liberty in requiring 
him to pay taxes, since taxation is 
necessary to bring about social de- 
velopment. Such development is im- 
portant enough to justify society in 
forcing its members to assume some 
of the burdens and responsibilities 
required to bring it about. 

John Stuart Mill, in his essay 
On Liberty, said: 

“Though society is not founded on a 
contract, . . . . every one who receives 
the protection of society owes a re- 
turn for the benefit, and the fact of 
living in society renders it indispen- 
sable that each should be bound to 
observe a certain line of conduct 
towards the rest. This conduct con- 
sists, first, in not injuring the interests 
of one another .... and secondly, in 
each person’s bearing his share (to be 
fixed on some equitable principle) of 
the labours and sacrifices incurred for 
defending the society or its members 
from injury and molestation.” 


The collection of taxes has gradu- 
ally progressed from the gift phase 
to the duty status, and from the duty 
status to the present-day compul- 
sion stage. In earlier times, it was 
customary for individuals to con- 
tribute their services directly to the 
government (e.g., military, road re- 
pair, etc.) but now it is more usual 
for money taxes to be paid and for 
special employees, engaged by the 
government, to perform these 
services. Taxes can be justified only 
if they are being collected to finance 
services and functions which can be 
performed more satisfactorily by the 
state than by the individuals them- 
selves. 

Among the different theories of 
fairness and justice in taxation 
which have been advanced at vari- 
ous times and in various places are 


the following: benefit received, abil- 
ity to pay, recovery of cost of 
services performed, equality of sacri- 
fice, and “what the traffic will bear.” 

The benefit principle was one of 
Adam Smith’s four canons of taxa- 
tion. It is a very natural theory, 
because it is normal for one to pay 
for the benefits or favors he re- 
ceives. The expenditures of a state 
benefit its residents and those whose 
property is situated in it. In return 
for these benefits, the beneficiaries 
should repay the state. 

The theory that taxes should be 
paid in proportion to the benefits 


received is satisfactory as a general | 


proposition, but it encounters diffi- 
culties when applied to individual 
cases. Some benefits, such as life, 
liberty, pursuit of happiness, police 
protection, and military and naval 
protection, are supplied to all and 
are sufficiently tangible to be ob- 
served. No accurate measurement of 
these benefits is feasible, however, 
when an attempt is made to appor- 
tion such services justly among indi- 
viduals. It is impossible to determine 
exactly how much benefit any par- 
ticular person receives from each of 
these services. 

Moreover, the question arises as 
to whether an individual should be 
taxed on the basis of the benefits 
available to him or on the basis of 
the degree to which he has actually 
taken advantage of them. For ex- 
ample, he may have the opportunity 
to patronize a free library, or to 
enjoy the recreational facilities of a 
public park, and yet he may never 
utilize these benefits. 

Even if benefits to individuals 
could be measured, an additional and 
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even more difficult problem would 
still remain to be solved. Frequently, 
those who receive the most benefits 
are those who are incapable of pay- 
ing much, if anything at all, for 
them. Inmates of charitable institu- 
tions receive their food, clothing, 
shelter, and amusement from the 
state, but are usually entirely unable 
to make any return for these bene- 
fits. Strict adherence to the benefit 
principle would demand that such 
benefits be denied to those unable 
to pay for them, and the unfor- 
tunate would be forced to forgo 
certain things that contribute both 
to their own welfare and to that of 
society. 

Experience has shown that in 
many cases certain other theories 
have proved to be more practicable 
and more conducive to justice than 
the benefit theory. Ability to pay, 
which is the principal test now advo- 
cated, has assumed importance in 
income and inheritance taxation. 
There is some relationship, however, 
between ability to pay and benefits 
received, because those best able to 
pay usually receive the most benefits 
from government. The benefit prin- 
ciple works fairly well in the case of 
certain licenses, gasoline taxes, and 
special assessments. 

The Socialists, who are among the 
foremost advocates of the ability-to- 
pay doctrine, hold that the forces of 
the economic and social order have 
been responsible for a maldistribu- 
tion of wealth, and that a redistri- 
bution of wealth should be effected 
by taxing the rich at steeply pro- 
gressive rates. If carried far 
enough, however, such a procedure 
might lead to confiscation. 


In judging ability to pay taxes, it 
is extremely important to remember 
that mere possession of wealth does 
not create tax-paying ability. If a 
man who has been given a very 
valuable diamond does not sell it, 
he will have no increased ability to 
pay taxes. His income will not be 
increased by mere possession, and 
most fiscal systems now attempt to 
measure ability by the amount of - 
income received. 

Another theory, that of equality 
of sacrifice, is very similar to the 
ability-to-pay theory; it simply at- 
tacks the problem from a different 
angle. The assumption is that taxes 
should be levied in such a manner as 
to equalize the sacrifices involved 
in the payment of the tax. The 
wealthy should contribute more than 
a merely proportionate share. Each 
additional portion of income re- 
ceived has a slightly smaller utility 
to the recipient than the preceding 
portion had. Therefore, the recipient 
can part with a larger portion of 
each succeeding increment without 
an increase in sacrifice. Progres- 
sive tax rates should be used to 
bring about this equality of sacrifice 
in the tax burden. 

Proportionate, progressive, and 
degressive tax rates; tax exemp- 
tions; differentiation between earned 
and unearned incomes—all these are 
devices which have been suggested 
to further the recognition of the 
ability-to-pay and the equality-of- 
sacrifice theories of taxation. 

A proportionate rate is one which 
is the same for all incomes, regard- 
less of size. Some arguments in 
support of the use of such rates are 
(1) taxpayers should be left in the 
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same position relative to each other 
after the tax is imposed as they 
occupied before the levy, (2) the tax 
would be more definite and less 
subject to abuse caused by the use 
of arbitrarily preferential rates, 
(3) abandonment of the universal 
use of the same rate might lead to 
confiscation, and (4) the taxation of 
larger incomes at a higher rate than 
that used for smaller incomes is 
equivalent to laying a tax on indus- 
try and economy and to penalizing 
people for having worked harder or 
saved more than their neighbors. 
The principal objection to propor- 
tionate rates—and it is a serious one 
—is that they are not consistent 
with the theories of ability to pay 
and of equality of sacrifice. 

Progression in taxation involves 
the use of tax rates that increase 
as the base increases. It gains its 
chief support from the fact that it 
closely follows the ideas of ability to 
pay and of equality of sacrifice. 
Progressive rates are favored by 
those who desire to reduce large 
fortunes, and also by those who 
advocate governmental regulation 
and restriction of certain activities, 
industries, or institutions. 

Aside from the matter of regu- 
lation through taxation, a good fiscal 
system should levy on those things 
which can be spared easily, rather 
than upon those things which will 
be severely missed. Large accumu- 
lations of wealth contain a larger 
proportion that can be spared than 
is possible for small incomes. The 
least price and reward that is paid 
to a producer is based upon the 
marginal individual. Those who are 
better producers can gain a larger 


surplus than can the producers who | 
merely have their costs returned to | 
them. It should be possible to tax | 
some of this surplus without cutting | 
down on the supply, without raising 
prices, and without shifting the tax 
burdens to others. To make this 
plan operate well, it is necessary to 
restrict progression below a point 
at which the base of the tax and the 
initiative of the taxpayers would be 
destroyed. 
Degression involves the use of | 
rates which increase as the tax base 
increases, but at a decreasing rate; | 
hence it is virtually a modified pro- 
gression. The usual method of apply- 
ing degression is to allow all tax- 
payers a tax exemption up to a 
certain point, and to apply progres- 
sive rates beyond that point. Danger 
of confiscation is thus eliminated, 
but adherence to the ability-to-pay 
theory is not so close as when 
straight progression is used. 
Regression in taxation is the exact 
opposite of progression; regressive 
rates decrease as the base of the tax 
increases. This method of taxation~ 
has no ethical justification, because 
it violates the principles of ability to 
pay, equality of sacrifice, and bene- 
fits received; it merely placates the 
strong at the expense of the weak. 
Regressive taxation often results 
unintentionally from an existing tax 
system. In most cases, real prop- 
erty and certain very evident and 
tangible types of personal property 
are assessed and taxed more care- 
fully and completely than other 
kinds of personal property. This 
difference in treatment is either in- 
tentional or results from the fact 
that some kinds of personal prop- 
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erty can easily be hidden from 
taxation. Perhaps a particular tax 
is not at fault when the dishonesty 
of the people causes it to produce a 
regressive effect. However, a good 
tax law should discourage evasion 
and distortion of taxation as much 
as possible; at least, it should not 
be so constructed that one class of 
individuals can evade taxes while 
another is held to strict account- 
ability. The general property tax is 
regressive, because poorer people 
usually have a larger part of their 
total property in easily assessed and 
taxable form than more wealthy per- 
sons. Any tax that has a uniform 
rate is regressive in effect, because 
it falls more heavily upon indi- 
viduals with small incomes than 
upon those with large incomes. 

Provision for tax exemptions in a 
fiscal system is very important to 
imsure justice, to promote certain 
types of activity, and to aid in the 
administration of the tax system. 

Ordinarily, the property of a gov- 
ernmental unit is exempt from taxa- 
tion by other governmental units 
within the same country. If one 
governmental unit could tax another, 
unceasing warfare between govern- 
mental subdivisions could be carried 
on by means of taxation. It has been 
recognized, however, that in many 
cases the exemption of the property 
of a governmental subdivision re- 
sults in a heavier burden on the 
taxpayers of the assessing govern- 
mental unit. 

Benevolent, religious, charitable, 
and educational institutions, which 
are extremely important to the 
mental, moral, physical, and spirit- 
ual improvement of society, are 


usually tax-exempt. Communities 
that do not have such institutions 
are generally unprogressive and un- 
desirable places in which to live. 
Every encouragement should be 
given to such organizations in order 
to foster their establishment and 
growth, but care must nevertheless 
be taken to be assured that they 
have been founded not for private 
gain, but for public welfare, since 
tax exemption is a subsidy to the 
one exempted and a burden to those 
not exempted. 

Another very significant reason 
for tax exemption is the mainte- 
nance of the general standard of 
living. A certain “minimum of sub- 
sistence” must be exempted in order 
to allow the taxpayer to keep up a 
standard of living equivalent to that 
of a reasonably comfortable person. 
The state must not deprive an indi- 
vidual of so much that he must 
either go without the necessities of 
life or become an object of charity. 

Exemptions are frequently made 
for the purpose of attracting indus- 
tries to certain communities. Such 
procedure is usually uneconomical, 
because if the location 1s especially 
favorable for an industry, that in- 
dustry is likely to settle in the com- 
munity without being subsidized. If 
a tax exemption is to be granted, it 
should be shown clearly that the 
industry will aid the community, be- 
cause the other members of the com- 
munity will be forced to bear the 
exempt industry’s share in the 
burden of community upkeep. 

Sometimes an effort is made to 
lighten the burden of taxation on 
so-called earned incomes, as con- 
trasted with «unearned incomes. 
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Earned income is that which is di- 
rectly dependent upon the efforts of 
the recipient. The income of poorer 
persons is usually of this type, and 
ordinarily it is used up in providing 
for the necessities of life. Unearned 
income is that which is received 
from investments, inheritances, other 
non-labor sources, and excessive 
salaries and fees. 

Many persons oppose discrimina- 
tion in taxation between earned and 
unearned incomes on the score that 
the reward for abstinence from con- 
sumption is just as worthy as the 
reward for labor, and that savings 
and investments merely represent 
stored-up labor. This line of rea- 
soning is valid if the unearned in- 
come is derived from savings and 
not from gifts and inheritances, 
because income derived from past 
labor saved is really about the same 
in nature as current wages. Dis- 
crimination in the taxation of 
earned incomes should be_ based 
upon the sacrifice theory rather than 
upon the benefit theory, because 
society has contributed its services 
to aid in the production of all 
incomes, earned or unearned. 

The cynical theory of taxation is 
actually prevalent in many fiscal 
systems, although it has no logical 
or ethical foundations. It is well 
stated as follows: “Pluck the goose 
that squawks the least.” No effort 
is made to approximate justice; all 
that is done is to get the revenue 
from the easiest source. 

Finally, there is the utilitarian 
principle of government to be con- 
sidered. It forms the basis of the 
idea that a tax system should aid 
in the promotion of the greatest 


good of the greatest number of | 
individuals. In some cases, private 
rights and liberties should be in- 
vaded, if, in so doing, the good of 
society can be furthered. 

Taxation for regulation or restric- 
tion comes under the utilitarian 
theory. Regulatory taxation does 
not give much weight to the amount 
of benefit the taxpayer has received, 
his ability to pay, or the matter of 
equality of sacrifice. In fact, the 
government violates these aspects 
purposely in order to discourage the 
object of taxation. If the product of 
a certain industry causes direct in- 
jury to society, or if it displaces 
other more worthy products, that 
industry or its product is a fit sub- 
ject for restrictive or destructive 
taxation. 

Sometimes, repressive taxation re- 
sults incidentally to a more impor- 
tant purpose, that of taxing the least 
necessary or least beneficial things 
more heavily than the indispensable 
items. It is far better to tax tobacco, 
liquor, and dog races than to burden 
basic commodities such as_ food, 
clothing, fuel, and shelter. 

In general, a system of taxation 
should result in a net improvement 
to a community and its members; 
otherwise it is not justified. While 
each person should feel some burden 
of the government from which he 
receives his benefits, in order to 
make him realize that the govern- 
ment is his, and to give him a sense 
of responsibility, he should not feel 
crushed or downtrodden under the 
weight of taxation; the least pos- 
sible sacrifice should be required of 
him. 

Taxation is the very heart of gov- 


q 


ernment, because government de- 
pends on the revenues from taxation 
for providing its servicgs. Any suc- 
cessful tax system must be founded 
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on ethical principles, or else it will 
incur opposition and enmity, and 
society will be deprived of the funds 
needed to carry on its functions. 
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ase for a certain amount of 

control over economic activities 
in periods of great national emer- 
gency. In the past year, increasing 
control and regulation over indus- 
try and trade has been exercised by 
the Federal government in the inter- 
ests of national defense. 

The general significance of this 
movement may be better appreciated 
if it is considered in the light of 
historical 
possibilities. In this connection, the 
following questions come to mind: 
What was the industrial mobiliza- 
tion experience of this nation during 
the World War? What industrial 
mobilization plans, if any, were 
formulated during the peace follow- 
ing that conflict? What progress 
has been made in mobilizing indus- 
try for defense? In the expansion 
of the defense program or in the 
event of our involvement in war, 
what directions are industrial mobi- 
lization controls likely to take? It 
is the purpose of this article to 


if Is not necessary to plead the 
c 


perspective and future 


sketch brief answers to these ques- 
tions. 

A recognition of the need for 
mobilizing human and material re- 
sources in wartime goes back to very 
early times. Yet before 1914 no 
world power seems to have realized 
fully the importance of organizing 
the economic system for the prose- 
cution of war. Before the World 
War had advanced very far, how- 
ever, military leaders, who prior to 
the outbreak of hostilities had de- 
voted their principal attention to 
matters of military strategy rather 
than of economic organization, 
found themselves assuming closer 
and closer control over economic 
activities. But much valuable time 
had already been lost. 

Despite the lessons taught by three 
years of conflict abroad, together 
with the insistence on adequate 


~ mobilization by certain groups at 


home—to say nothing of our sad 
experiences in economic planning in 
previous wars—the United States in 
April, 1917, found itself ill-prepared 
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to meet the demands of warfare. A 
number of agencies were established 
prior to our entrance into the war, 
but no adequate plans had been 
formulated for solving the perplex- 
ing economic problems which would 
inevitably require solution. It was 
only after almost a year of experi- 
mentation which led to chaotic con- 
ditions that a workable industrial 
mobilization plan was found. 

Suggestions for preparing mobili- 
zation plans in the event of war had 
come from a few interested students 
of the problem as early as 1915. In 
that year the National Advisory 
Committee on Aeronautics and the 
Naval Consulting Board were es- 
tablished to study certain aspects 
of the problem, but it was not until 
mid-1916 and the passage of the 
National Defense Act that responsi- 
bility for preparing plans to mobilize 
men and materials in the event of 
an emergency was placed upon the 
War Department. Not until August 
was an agency, the Council of Na- 
tional Defense, established to coor- 
dinate the mobilization of national 
resources. The Council was com- 
posed of six Cabinet members and 
a small Advisory Commission of 
private citizens appointed by the 
President. 

This agency found itself in a dif- 
ficult position. In addition to its 
lack of authority, strong opposition 
of pacifist groups and uncertainties 
as to the future course of events 
hampered its effectiveness. In spite 
of these unfavorable circumstances, 
however, it did accomplish much. 
Up to the outbreak of war it had 
acquired for its staff a number of 
civilian experts, it had gathered in- 


formation regarding industrial pre- 
paredness, and it had divided its 
organization into various sections to 
deal with special problems. These di- 
visions formed the nucleus for sub- 
sequent emergency agencies. How- 
ever, it had not prepared satisfactory 
mobilization plans, nor had it devel- 
oped an organization capable of 
mobilizing industry and coordinating 
procurement. 

The declaration of war itself cre- 
ated problems which the Council 
was unable to solve. Various pur- 
chasing commissions proceeded ener- 
getically and almost ruthlessly to- 
ward their separate procurement ob- 
jectives. The efforts of the Council 
to coordinate these objectives were 
nullified by the reluctance of pur- 
chasing officials to follow its advice. 
Confusion, congestion, and sharp 
price advances inevitably followed 
the uncoordinated procurement poli- 
cies and uncontrolled industrial ef- 
fort. The Council attempted to meet 
the problem by establishing agencies 
to centralize and coordinate pur- 
chases and economic controls over 
industry. Thus, in 1917, the Muni- 
tions Standards Board, the General 
Munitions Board, and the War In- 
dustries Board were organized, but 
each lacked the authority necessary 
for unified control of the war effort. 

In the meantime, other emergency 
organizations were established to 
deal with difficulties in particular 
areas of activity. These agencies 
included the U. S. Food Administra- 
tion, the U. S. Fuel Administration, 
the War Trade Board, the War 
Credits Board, the Railroad Admin- 
istration, the Purchase, Storage and 
Traffic Division of the General Staff, 
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and the War Labor Board. Despite 
the excellent work accomplished by 
these agencies, the problem of co- 
ordinating economic mobilization 
remained. 

A more satisfactory control ar- 
rangement was attained when the 
President on March 4, 1918, re- 
moved the War Industries Board 
from the Council of National De- 
fense, clothed it with executive 
authority, and made it responsible 
for mobilizing the nation’s resources 
as well as for coordinating the pro- 
curement program. The essential 
nature of the Board was lucidly 
stated in an address before the War 
College in March, 1921, by its Chair- 
man, Mr. Bernard Baruch: 

The War Industries Board was a 
method of control devised by the 
President to equalize the strain placed 
upon the American industrial structure 
by the war. It endeavored to stimu- 
late and expand production of those 
materials essential to the war program, 
and at the same time to depress and 
curtail production of those things not 
of a necessitous nature. This was done 
by regulation in consonance with other 
executive branches of the basic eco- 
nomic elements: (a) facilities; (b) ma- 
terials; (c) fuel; (d) transportation; 
(ye labors and (ds capitals he 
method of control was through a 
preference list upon which were placed 
those industries whose output was es- 
sential to the war’s progress. The 
priority indicated by the preference list 
was the master key to the six elements 
named. 

Although priorities were used as 
the principal control device, price- 
fixing, conservation, the threat of 


commandeering, and voluntary co- 


operation of business and industrial’ 


leaders were other methods of regu- 
lation. This board, because of its 
authority and close liaison with 


other emergency wartime agencies, 
developed into the over-all control 
organization of the war effort. It 
came to be the center of control 
over commerce, industry, shipping, 
labor, transportation, fuel, food, and 
finance. Examination of the organi- 
zation of the Board shows how the 
lines of mobilization control were 
centered in it. The governing board 
was composed of fourteen members 
who were heads of various key di- 
visions of the agency, representa- 
tives of the Army and Navy Depart- 
ments, and members of various 
other offices and agencies of the 
government. Besides having repre- 
sentation on the executive board, 
other governmental establishments 
had agents scattered through the 
minor subdivisions of the agency. 

It took the nation a long time— 
too long, indeed—to learn that an 
arrangement of control agencies 
created piece-meal and not coordi- 
nated was not only expensive in 
terms of time and money, but com- 
pletely inadequate to meet the re- 
quirements of modern warfare. 
However, once centralization was 
provided, the prevailing structure 
became highly effective. After the 
war, the emergency establishment 
disappeared. 

Although after 1918 the nation as 
a whole was not interested in mo- 
bilization planning, Congress and the 
War Department, impressed with the 
economic dislocations engendered 
during the war period as a result 
of inadequate mobilization and pro- 
curement plans, determined that in 
the event of another major conflict 
proper plans would be ready. The 
National Defense Act of 1920 pro- 
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vided the necessary authority for 
coordinating the procurement of the 
Army and Navy and for mobilizing 
the nation’s resources. 

By the terms of this legislation, 
the Office of the Assistant Secretary 
of War was directed to supervise 
the procurement of all military sup- 
plies and to devise adequate plans 
for the mobilization of materials and 


industrial organizations essential to 


wartime needs. To accomplish these 
objectives, the Office of the Assist- 
ant Secretary of War was divided 
into three parts, namely, the Current 
Procurement Branch, the Planning 
Branch, and the Army Industrial 
College. In addition, the Army and 
Navy Munitions Board was created 
to study the requirements of fighting 
forces and to coordinate their needs 
in peace and in war. This board 
was directed to make necessary 
industrial mobilization plans. 

From their inception, the Army 
and Navy Munitions Board and the 
Planning Branch have made inten- 
sive studies of the needs of the 
armed forces, sources of raw ma- 
terial supplies, available plant facili- 
ties for armament production, and 
arrangements for acquiring neces- 
sary supplies with the minimum dis- 
turbance to the economic system. In 
addition, a mobilization plan has 
been formulated. By reason of the 
continued work of these organiza- 
tions it is frequently said, and with 
justification, that in the event of 
another war emergency, the nation 
could start where it left off in the 
last war, so far as industrial mobili- 
zation planning is concerned. 

Munich marked a turning point in 
governmental action regarding war- 


time planning. Government depart- 
ments heretofore lukewarm on the 
problem of mobilization planning 
manifested renewed interest in the 
subject. The Office of the Assistant 
Secretary of War assumed new im- 


portance, and the Army and Navy. 


Munitions Board began to enlist the 
cooperation of government agencies 
and business organizations. In Au- 
gust, 1939, President Roosevelt ap- 
pointed a War Resources Board of 
seven men to function as a civilian 
advisory committee to the Army and 
Navy Munitions Board to perfect 
the existing industrial mobilization 
plans. Should the occasion arise, this 
board was to function as an execu- 
tive agency with broad powers simi- 
lar to those of the old War Indus- 
tries Board. A storm of protest 
arose over the membership of the 
board and in September, one month 
after its creation, the President indi- 
cated in a press conference that the 
War Resources Board was to be 
disbanded. However, in its final 
report to the President, the Board 
expressed its desire to continue to 
aid the Army and Navy Munitions 
Board in an advisory capacity. The 
offer was accepted. 

Prior to mid-1940, Congress had 
made appropriations and author- 
ized contracts for national defense 
amounting to approximately $16 bil- 
lions. Including the aid to Britain, 
this sum has since expanded to 
approach $40 billions. The National 
Defense Advisory Commission was 
created in August to “translate this 
national defense program from ap- 
propriations and blueprints into ac- 
tion.” It was to determine the need 
for supplies as well as the sources 
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and methods of acquiring those sup- 
plies. It did not possess executive 
authority but was to aid in negotia- 
tions, facilitate procurement, and in 
general to serve as a technical ad- 
visor to the President. In the mean- 
time, the War Resources Board had 
remained in a state of suspended 
animation. 

The Commission carried on many 
necessary activities. It set up a 
system of priorities and purchasing 
policies designed to speed defense 
work and to make the fullest pos- 
sible use of the nation’s resources 
without disrupting industrial activ- 
ity. By the end of 1940, it had 
cleared contracts aggregating more 
than $10 billions. In addition, it had 
made surveys of available supplies 
of raw materials and of require- 
ments for the defense program, had 
inaugurated a drive to revitalize the 
nation’s “ghost towns” so as to 
utilize idle labor and idle plant 
capacity, had encouraged new plant 
erection for vital defense manu- 
facture, and had stimulated the de- 
velopment of synthetic substitutes 
for strategic raw materials. In the 
circumstances under which it had 
operated it had functioned most 
effectively and had accomplished 
much. 

Early in January, 1941, the Presi- 
dent’s office issued a reorganization 
order establishing the Office of Pro- 
duction Management as the chief 
defense organization. This agency 
was given power which its predeces- 
sor sadly lacked. It has the power to 
act ‘rather than merely to advise. It 
is charged with the responsibility of 
using its power to form and execute 
all measures needed to increase the 


supply and production of defense 
materials, to survey the require- 
ments of the War and Navy Depart- 
ments and of foreign governments, 
to coordinate the placement of major 
defense orders, to take steps to pro- 
vide an adequate supply of raw ma- 
terials, to make plans for mobilizing 
the nation’s productive facilities, and 
to coordinate and consolidate various 
authorities concerned with national 
defense. This board, unlike the 
Commission, is vested with authority 
to make decisions and to formulate 
policies without being obliged to 
consult with the President. The Na- 
tional Defense Advisory Commission 
continues to operate as an adjunct 
to the Office of Production Manage- 
ment. 

The Office of Production Manage- 
ment is headed by a four-man board 
composed of Mr. Knudsen, Director 
General, Mr. Hillman, Associate Di- 
rector General, and the Secretaries 
of the Navy and of War. Four 
principal divisions were established 
in the agency at the time of its 
organization, namely, Production, 
Purchases, Priorities, and Raw Ma- 
terials. Numerous subdivisions of 
these larger divisions have been 
formed as the defense program has 
developed. 

Step by step this organization has 
built up a series of controls, regula- 
tions, and restrictions over economic 
activities which in the aggregate are 
tantamount to those adopted by the 
War Industries Board and those en- 
visioned in the Industrial Mobiliza- 
tion Plan. Priorities have been estab- 
lished over machine tools, aluminum, 
nickel, magnesium, and other stra- 
tegic defense materials. Aluminum 
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output has been allocated according 
to defense needs. Price schedules 
have been promulgated for alumi- 
num scrap. Programs have been 
developed to determine maximum 
prices for producers in order that 
unreasonable price advances may be 
prevented, to license exports, to allo- 
cate output if necessary, and to 
finance, construct, and operate de- 
fense plants and arsenals. Recently, 
a special division was created to 
assure an adequate supply of skilled 
labor for defense production. An- 
other subdivision was established to 
direct conservation, reclamation, and 
substitution of strategic materials. 

As more and more of the nation’s 
human and material resources are 
devoted to the production of military 
equipment, it is a virtual certainty 
that controls and regulations will 
become more extensive in scope and 
direction. It is more than likely that 
the development of the Office of 
Production Management will closely 
parallel the organizational structure 
and assume the same kind of func- 
tions that are envisioned in the In- 
dustrial Mobilization Plan. Hence, 
a brief examination of that plan is 
desirable. 

The significance of the existence 
of a well-fabricated and carefully 
prepared plan to mobilize industry 
for war procurement can be realized 
only when we are reminded of the 
fact that the absence of adequate 
plans during the World War came 
perilously close to causing complete 
industrial chaos. The 1939 revision 
of the Industrial Mobilization Plan, 
the fourth and last official plan pub- 
lished, represents the culmination of 
over twenty years of intensive plan- 


ning work based upon World War 
experiences. Indeed, there is little in 
the plan which does not find a 
precedent in the World War plans. 

The official plan is merely the 
skeleton framework of a larger 
mobilization strategy which must be 
found in the intensive wartime pow- 
ers of the President, unpublished 
files of the War and Navy Depart- 
ments, plans of other governmental 
agencies, and ideas maturing in the 
minds of key officials. It is, how- 
ever, this rough framework of the 
central control agencies in which our 
interest centers. 

Significantly, the mobilization plan, 
as shown in Chart 1, confirms a 
principle firmly established by Presi- 
dent Wilson that the war activities 
of a democratic government should 
not be mixed with the ordinary 
peacetime functions of the govern- 
ment. According to the plan, the 
demands of a war emergency are 
to be met, not by expanding existing 
governmental establishments, but 
rather by creating a series of emer- 
gency organizations. Ordinary statu- 
tory peacetime agencies of govern- 
ment, of course, are to retain their 
traditional position in government, 
are to continue their customary 
duties, and are to administer any 
assigned mobilization duties for 
which they are adapted. 

The advantage of directing mobi- 
lization through emergency rather 
than existing governmental organi- 
zations springs from the fact that 
without such an arrangement cen- 
tralized control would become a 
virtual impossibility. Reluctance to 
recognize this fact was in part re- 
sponsible for the failure of improvi- 
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sation in the last war. New and 
temporary functions required of 
government in times of war emer- 
gency should logically be performed 
by new and temporary agencies 
responsible to the President. 

In addition to this feature of the 
plan it is noteworthy that, in keep- 
ing with the policies established dur- 
ing the World War, civilians are to 
assume control of the mobilization 
services. New emergency agencies 
are to be staffed with personnel ob- 
tained from among the patriotic 
business leaders of the nation. Thus, 
an organization of business and in- 
dustrial leaders who are capable 
executives, as well as experts in the 
tasks assigned to them, would exer- 
cise the necessary wartime controls. 
It is encouraging that present emer- 
gency establishments have followed 
these principles. 

The Industrial Mobilization Plan 
is divided into two parts. The first 
part is concerned with the utilization 
of national resources and the mobili- 
zation of resources in time of war. 
The second section is concerned with 
procurement machinery in peacetime 
and in wartime. 

Recognizing the tremendous con- 


fusion and maladjustment created in 


the early part of the World War as 


a result of the rather embarrassing 


competition of various supply bu- 
reaus for material, the plan gives 
effect to a clear understanding of 
the proposition that the efficiency 
with which purchasing is accom- 
plished will determine, in large 
measure, the degree of disturbance 
caused in the economic life of the 
nation, the effectiveness with which 
industrial resources will be utilized, 


and the adequacy of the military 
establishment. Because large quan- 
tities of military equipment must be 
made available in the minimum 
amount of time, controlled mobiliza- 
tion of resources becomes impera- 
tive. The advantage of effective 
industrial mobilization is lost with- 
out careful procurement planning. 

Fundamental in both peacetime 
and wartime procurement is the pro- 
curement district. The Navy and 
each of the seven Army supply 
services have branches, called pro- 
curement districts, scattered through- 
out the nation. It is the function of 
these district offices to make pur- 
chases, negotiate leases, determine 
the form of contracts and specifica- 
tions, report on manufacturing meth- 
ods, processes, and materials of 
value to their respective central de- 
partments, locate strategic materials, 
detect plant and material shortages, 
and distribute industrial capacity so 
as to match plant facilities with re- 
quirements. Upon the basis of infor- 
mation supplied by these decentral- 
ized agencies, the central offices of 
the respective services apportion the 
volume of purchases to be made in 
each of the service districts. 
branches in turn, independently of 
the central office, place their allotted 
purchase requirements among those 
plants best equipped to manufacture 
the goods. 

In the event of procurement dif- 
ficulties, the Planning Branch of the 
Office of the Assistant Secretary of 
War is notified and various pur- 
chases of the Army services are 
then coordinated. Coordination be- 
tween the Army and Navy is ac- 
complished through the work of the 
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Army and Navy Munitions Board. 
Close liaison is kept with the Office 
of Production Management and the 
National Defense Advisory Com- 
mission and will be kept, in the event 
of its formation, with the War Re- 
sources Administration proposed in 
the Industrial Mobilization Plan. 
Thus, whereas supply services bid 
independently for materials through- 
out most of the last war, plans and 
operations since then have provided 
close cooperation among procure- 
ment agencies. 

Pivotal in the wartime emergency 
mobilization organization is the pro- 
posed War Resources Administra- 
tion. This agency, like the War In- 
dustries Board, would control and 
coordinate industrial mobilization. 
It would conserve, allocate, control, 
and direct the nation’s human and 
material resources for the armed 
forces and for the civilian popula- 
tion. It would apportion production 
facilities, curtail non-essential manu- 
facture, assign priority schedules, 
commandeer plants if necessary, and 
control prices, wages, trade, finance, 
transportation, and labor pending the 
establishment of agencies to func- 
tion in these particular fields of 
activity. Close contact would be 
maintained between this establish- 
ment and other government organi- 
zations. The War Resources Ad- 
ministration, according to the plan, 
would be the central coordinating 
and controlling establishment of the 
industrial mobilization program with 
authority and control devices in 
general similar to those exercised by 
the War Industries Board. 

Chart 2 shows the proposed or- 
ganization of this agency. At the 


head of the administration would 
stand the Administrator of War Re- 
sources, occupying a position similar 
to that of Mr. Baruch in 1918-19. 
The Chairman would be appointed 
by the President and assisted by an 
Advisory Council, composed of the 
heads of various divisions, repre- 
sentatives of any other emergency 
agencies which may be created, and 
agents of the State, War, and Navy 
Departments. Coordination of eco- 
nomic plans and programs would be 
considered in the Executive Di- 
vision, which would be assisted by 
the Staff and Coordinating Di- 
visions. The Coordinating Divisions 
would apply the policies established 
by the Administrator of War Re- 
sources and the Executive Division. 
War Service Committees would 
provide the means of direct contact 
with industry. A Liaison Division 
would furnish a necessary link with 
other control agencies beyond that 
established by the Advisory Com- 
mission. 

In planning and controlling mo-- 
bilization, the work of the Coordi- 
nating Divisions would be funda- 
mental. The Facilities Division 
would be concerned with all govern- 
ment procurement, including that of 
the fighting forces. Its mission 
would be to make necessary alloca- 
tion of existing plant, power, labor, 
and transportation to procurement 
agencies when necessary. The Com- 
modities Division, through specific 
Commodity Sections, would be con- 
cerned with maintaining an adequate 
supply of raw materials to meet the 
needs of armament and necessary 
civilian production. To accomplish 
this objective it would have the 
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power to ascertain requirements for 
materials, anticipate and arrange 
for correcting shortages, apply price 
controls on particular commodities, 
encourage the use of substitutes for 
strategic raw materials, and stimu- 
late the production of vital com- 
modities. The Power and Fuel Di- 
vision would assure an adequate 
supply of power and fuel for es- 
sential defense industries. Coordi- 
nation of transportation would be 
the task of the Transportation Di- 
vision. 


In the last revision of the mobili- 
zation plans, provision is made for 
other emergency organizations, but 
little is said regarding their struc- 
ture and functions. It is anticipated 
that it will become necessary to 
establish a War Finance Adminis- 
tration composed of representatives 
of public and private financial or- 
ganizations. This agency would ad- 
vise the President regarding finan- 
cial policies and coordinate and ad- 
minister those policies. A War 
Trade Administration is anticipated 
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to regulate imports and exports by 
appropriate controls. Machinery for 
equitably and efficiently distributing 
labor to industry and to agriculture 
would be handled by a War Labor 
Administration. The need for price 
regulation would be met by a special 
Price-Control Authority. The dis- 
semination of information to the 
public would be handled by a Public 
Relations Administration. Finally, a 
link between the various administra- 
tions and industry would be pro- 
vided by the establishment of numer- 
ous War Service Committees simi- 
lar to those in operation during the 
last war. 

Briefly, this is the skeleton frame- 


work of control organizations pro- 
vided by the plans for mobiliza- 
tion. Its strength lies in its flexi- 
bility, its civilian leadership, and in 
its centralized control and decentral- 
ized action. It is potentially weak 
in that poor leadership of the super- 
agency could easily lead to an in- 
dustrial breakdown. 

A continuation of the defense pro- 
gram very likely will lead to an ex- 
tension of the Office of Production 
Management in the directions here 
envisioned in the Industrial Mobili- _ 
zation Plan. To have it develop 
otherwise would be to ignore the 
costly lessons of the last World War. 


Financing National Defense 


CATHERINE G. RUGGLES 


Department of Economics, University of Illinois 


HE national defense program 

| is already encountering many 
problems—for example, prob- 

lems involving labor, priorities, and 
price controls. One of the most 
serious of the difficulties encount- 
ered, and the one to be discussed 
here, is the fiscal problem, or the 
question of how to pay for the 
battleships, airplanes, and other ma- 
terials required for national defense. 
The function of fiscal policy is to 
enable the government to get control 
over the factors of production neces- 
sary for national defense. And since 
it is primarily through the posses- 


sion of purchasing power that con- 
trol over resources is obtained, the 
aim of fiscal policy is to provide the 
government with the necessary 
funds. 

There are three possible methods 
of financing rearmament—by taxa- 
tion, by borrowing, or by the issue 
of paper money. The last method 
does not merit any extended discus- 
sion. Although its effects may not 
be greatly different in some cases 
from those of borrowing, general 
disapproval of this method and fear 
of its consequences make its use 
inadvisable. Therefore, rearmament 
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must be financed by borrowing, by 
taxation, or by some combination of 
these two methods. 

Financing rearmament at present 
poses a problem different from what 
it has at any time in the past. Never 
before have we entered upon such 
a period with large reserves of un- 
employed labor and capital. The 
financial policy appropriate in such 
a situation differs from that appro- 
priate in a situation of full employ- 
ment. So long as there are unem- 
ployed resources in the economy and 
production can be increased, if the 
government borrows through the 
creation of credit, new goods will 
be produced and additional taxation 
will be unnecessary. Taxation in- 
volves the sacrifice of income by 
individuals in order that the govern- 
ment may have more income. As the 
income of the government is in- 
creased and that of individuals de- 
creased, the demand of the govern- 
ment is substituted in part for the 
demand of individuals. But if there 
are unemployed resources in the 
economy, and production and na- 
tional income can be increased, the 
increased demand of the government 
can be satisfied without any reduc- 
tion in the demand of individuals. If 
production can be increased, and if 
“bottlenecks” are not prevalent, bor- 
rowing (through credit creation) 
will not result in rising prices. On 
the contrary, it will aid in putting 
unemployed resources to work. As 
the government increases its expend- 
itures more people are employed, 
and as more people are employed, 
the demand for goods increases, and 
this increased demand for goods 
leads to further employment. 


At this point, it might be argued 
that the public-spending program of 
the last decade, which was supposed 
to operate in the same way, fell 
short of its objective. There are 
three fundamental differences, how- 
ever, between that program and the 
present program: In the first place, 
there is general agreement on the 
necessity of spending for national 
defense, whereas there was no such 
general agreement on a policy of 
spending our way out of the depres- 
sion. Consequently, present expend- 
itures are not likely to create an 
atmosphere unfavorable to the ex- 
pansion of business and thus to be 
offset by decreases in expenditures 
elsewhere in the system. In the sec- 
ond place, expenditures for national 
defense are obviously going to be 
on a far larger scale than depression 
expenditures, and for that reason 
alone may be expected to have a 
much greater effect. And in the third 
place, at the present time no solution 
to the present situation is evident 
which -will make large expenditures 
for national defense unnecessary in 
the near future. In recent years 
there has been continual speculation 
as to how long large government 
expenditures for relief purposes 
would continue to be made. It is 
obvious at present, however, that the 
government will have no choice for 
a long time but to make large ex- 
penditures for purposes of national 
defense. That these expenditures 
will stimulate an increase in produc- 
tion is, therefore, not to be doubted. 

Once full employment has been 
reached, however, the situation. will 
be different. Taxation, the tradi- 
tional method of financing the 
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normal operations of government, 
also has great advantages in time of 
war or rearmament. One of these 
advantages is its tendency to di- 
minish extravagance on the part of 
the government. Another aspect 
which is sometimes held to be an 
advantage is its effect in forcing 
sacrifices to be made by those who 
stay at home as well as by those who 
enter military service. But this argu- 
ment need not detain us long, for 
obviously it does not recognize the 
fact that the materials necessary for 
rearmament will be obtained by the 
government in one way or another. 
It is generally understood today 
that the burden of a war or of re- 
armament is borne by the generation 
living at the time that program is 
undertaken, and that it is the pres- 
ent generation which must reduce 
consumption and make the necessary 
sacrifices. The burden can be shifted 
to the future only to the extent that 
_ capital, human or material, is al- 

lowed to depreciate. Furthermore, 
this argument is somewhat beside 
the point today, when people at 
home often give up more than those 
who go to the “front”, and when 
even the word “front” is losing its 
significance. Regardless of the 
method of financing, it is true that, 
although sacrifices will be imposed 
upon the people remaining at home, 
taxation offers the possibility of dis- 
tributing those sacrifices according 
to ability to bear them. 

The important fact to recognize, 
however, is that, as the government 
obtains control over additional funds 
by means of loans financed by bank 
credit and increases its expenditures, 
there will be an increase in indi- 


vidual incomes. There is not likely 
to be much increase, however, in 
the volume of consumers’ goods; in 
fact, there may even be a decrease, 
as resources are diverted from pro- 
ducing consumers’ goods to produc- 
ing war materials. Already auto- 
mobile companies are directing part 
of their efforts towards producing 
munitions, firms making women’s 
underwear to making nets, and firms 
making duck decoys to making shoes. 
If this situation continues to exist, 
there will obviously be an increase 
in prices. Taxation, by reducing in- 
dividual incomes, will have the dis- 
tinct advantage of restricting the 
increase in prices. If taxes are not 
increased, individuals will not be 
able to buy any more commodities 
and services when prices rise than 
if the government had taken part of 
their incomes and there had been no 
increase in prices. In other words, 
the real incomes of individuals will 
be reduced in either case—in the 
one case, by the levy of heavier 


taxes, and in the other, by rising 


prices. But although the real in- 
come of individuals will be reduced 
in either case, the sacrifice involved 
can be more equitably distributed by 
means of taxation than by means of 
rising prices. Rising prices distrib- 
ute the reduction in real incomes in 
an indiscriminate manner and not 
according to individual ability to 
bear such a reduction. Those in the 
lower income groups and those with 
fixed incomes suffer most during a 
period of rising prices. 

Just exactly how great a volume 
of taxes a government can levy is 
a difficult question. Although the 
taxable capacity of a country is diffi- 
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cult to measure, it is not unlimited. 
It depends upon the national income 
and its distribution, upon the kind 
of taxes levied, and upon the 
services provided by the government. 
The taxable capacity of a country, 
in fact, is the volume of goods and 
services which the government can 
absorb through taxation without 
causing any decrease in production; 
this volume will vary from time to 
time. The absolute limit of taxable 
capacity is all income above that 
necessary for subsistence—and, as 
we are coming to learn, the amount 
necessary for subsistence is not fixed 
but flexible, varying from time to 
time largely because of psychological 
factors. But in practice taxation 
cannot take all the excess above that 
necessary for subsistence without 
causing a decrease in production. 
Just how much of that excess the 
government can take in taxation will 
be determined in large part by psy- 
chological factors. It is readily 
understood that heavier taxes can 
be levied in time of war than in 
time of peace, because of the differ- 
ence in the attitude of taxpayers. 
The repressive effects of taxes are 
likely to be less pronounced in such 
an emergency than in normal times, 
because of the stimulus of patriotic 
motives and because such taxes are 
believed to be temporary rather than 
permanent. But even in time of war 
there comes a point beyond which 
it is not practicable to increase taxes 
further, and resort must then be 
had to borrowing. Inasmuch as bor- 
rowing does not create additional 
resources but merely gives the gov- 
ernment further control over exist- 
ing resources, it is evident that the 


taxable capacity of a country is 
something less than the excess over 
and above the amount necessary for 
subsistence. 

The recent increase in the rate of 
the normal tax in England has been 
made in an effort to keep prices 
from rising. Part of the increase 
in the tax, and a larger part in the 
lower than in the higher income 
groups, is really a forced loan, which 
will be returned to the taxpayers 
after the war is over. This plan was 
suggested by Mr. Keynes at the 
beginning of the war as having the 
important advantage of keeping 
prices down by reducing consumer 
incomes (and therefore purchasing 
power), and thus avoiding the in- 
justices involved in rising prices. It 
has the additional advantage of re- 
stricting the increase in the public 
debt. Furthermore, for a number of 
reasons a widespread ownership of 
the public debt will also be advan- 
tageous after the war. 

History has made us well ac- 
quainted with the disadvantages of 
financing national defense by means 
of loans. The inflation which has 
accompanied past wars has made 
those wars more expensive to the 
government because of higher prices 
for services and materials. But this 
result has been among the less 
grievous effects of large-scale bor- 
rowing. Among the more serious 
effects are all the injustices con- 
nected with rapid changes in price 
levels; in the case of inflation, ob- 
viously, it is the lower income 
groups, and especially those with 
fixed incomes, who suffer most. But 
the worst effects of large-scale bor- 
rowing are not all realized during 
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the period of borrowing. Two of 
the most serious effects will be felt 
in the future. First, a period of in- 
flation is generally followed in prac- 
tice by a difficult period of depres- 
sion and readjustment. In view of 
its recent experience, the present 
generation is well aware that all 
steps possible should be taken to 
prevent the recurrence of such a 
period of social and economic mal- 
adjustment. And second, the crea- 
tion of a debt raises many problems 
for the future. Although repayment 
of the principal may not be abso- 
lutely necessary, taxes must be levied 
to make interest payments. And in 
spite of the fact that interest pay- 
ments are nothing more nor less 
than transfer payments, they will 
nevertheless have certain grave psy- 
chological, economic, and _ social 
effects. 

Furthermore, the substitution of a 
policy of borrowing, which absorbs 
individual savings, for one of taxa- 
tion may tend to reduce production, 
or may at least impede any increase 
in it. As Professor Pigou has noted, 
people “feel less hard hit” under a 
system of loans than under one of 
taxes. This is true because the ma- 
jority of people give little thought 
to the taxes they will have to pay in 
the future for interest on the bonds 
they buy in the present. Although 
the very rich may give some thought 
to the matter, they probably conclude 
that the taxes they will have to pay 
for this purpose will be less than the 
interest they will receive on their 
bonds. Furthermore, they may also 
believe that on balance they will pay 
less taxes than if the war had been 
financed by taxation instead of by 


borrowing. In this belief they are 
probably correct, since taxes im- 
posed after a war is over are usually 
less progressive than those imposed 
in the course of a war. Such was 
the situation in this country in the 
case of the Civil War and of the 
World War. Therefore, since peo- 
ple “feel less hard hit” under a sys- 
tem of loans than under one of 
taxes, they are less inclined to cut 
down their consumption, and, as al- 
ready noted, a reduction in consump- 
tion is necessary in order that 
resources may be diverted to pro- 
duction for war purposes. People 
are also less apt to save more or to 
work harder, and consequently pro- 
duction may be less than if a policy 
of taxation had been followed. 

It must be admitted, on the other 
hand, that to a certain extent an 
increase in prices as a result of bor- 
rowing and credit creation may be 
truly beneficial. Loans from bank 
credit, which lead to an increase in 
prices, may give some stimulus to 
production. Under the incentives of 
great rewards, the factors of pro-_ 
duction may produce more than their 
normal amount. Even if a country 
enters a war under a condition that 
is normally considered to be one of 
full employment, it will find that 
production can be further increased. 
To the extent that borrowing stimu- 
lates an increase in production it 
may lighten the burden of war or of 
rearmament upon the present gener- 
ation. The burden of a war is the 
reduction in consumption which is 
required; and, of course, the larger 
total production is, the less will con- 
sumption have to be reduced in order 
to provide the government with a 
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given quantity of goods and services. 
It should also be recognized, on the 
other hand, that increased effort in 
itself may be regarded as a burden. 
But the amount by which production 
can be increased, if full employment 
has already been reached, is, of 
course, very limited, and loans from 
bank credit in such a situation will 
soon result in rising prices. 

When prices begin to rise rapidly, 
the argument that borrowing is ad- 
vantageous because it takes funds 
which can be surrendered conven- 
iently is seen to break down. The 
assertion is often made that whereas 
taxes are imposed upon all, regard- 
less of their individual situations, 
bonds are purchased only by those 
who can spare the funds conven- 
iently. The latter is true, however, 
only so long as loans are derived 
from savings. If the funds come 
from savings that .would otherwise 
be invested in some other way there 
will be no increase in prices. Again 
it will be a case of the demand of 
the government being substituted for 
the demand of individuals. Funds 
which would have been put into 
private investments previously will 
now be put into government bonds. 
Furthermore, individuals may save a 
larger amount than formerly and 
thus give the government control 
over a larger amount of resources. 
But savings by themselves would not 
be sufficient for financing a large 
war. If they were, the burden of a 
war could be pushed forward to a 
future generation, since little reduc- 
tion in consumption, or only such 
reduction in consumption as would 
be made voluntarily, would be neces- 
sary. The future would suffer to the 


extent that it would inherit less 
capital, since the savings that would 
have gone into the creation of capi- 
tal would be used for purposes of 
defense. But as a matter of fact, 
consumption must be curtailed 
sharply for the successful prosecu- 
tion of a large-scale war. Since sav- 
ings are inadequate, use must be 
made of bank credit. Loans which 
are based upon bank credit, inas- 
much as they are inflationary and 
reduce the purchasing power of all 
incomes, cannot be said to take funds 
which can be surrendered conven- 
iently; on the contrary, rising prices 
undoubtedly work a greater hard- 
ship upon the lower than upon the 
higher income groups. 

The period during which an ex- 
pansionist policy should be followed 
in order to take up the slack occa- 
sioned by unemployed resources will 
not last long. Although not all of 
the unemployment may be absorbed, 
“bottlenecks” are apt to develop, and 
these “bottlenecks” will lead to ris- 
ing prices. Once this initial stage 
has been passed, it is generally 
agreed that national defense should 
be financed so far as possible by 
taxation. Although our taxes have 
recently been increased and are very 
high at the present time, it is still 
possible for us to derive more rev- 
enue from taxation. Taxation, as 
previously explained, is advanta- 
geous for several reasons. It fur- 
nishes the government with needed 
revenue, makes it possible to dis- 
tribute the inevitable sacrifices ac- 
cording to ability to bear them, and 
restricts the increase in prices. By 
depriving individuals of part of their 
incomes and thus reducing their pur- 
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chasing power, taxation tends to pre- 
vent an increase in prices which 
would involve much distress in the 
present and which would be likely to 
create serious problems for the 
future. 

Among the various taxes which 
might be levied three are outstand- 
ing—a sales tax, a flat-rate gross in- 
come tax, and a net income tax with 
lower exemptions and flexible rates. 
These three possibilities probably 
rank in inverse order as to ease of 
administration and equity. The sales 
tax would be relatively easy to ad- 
minister and would be very produc- 
tive of revenue, but since it would 
take a larger proportion of the in- 
comes of the poorer than of the 
higher income groups, it would be 
inequitable. 

The suggestion has been made 
that both the gross income tax and 
the net income tax be collected at 
the source at frequent intervals in 
the same way as payroll taxes are 
now collected. Such a procedure 
would overcome one serious objec- 
tion to the use of taxes in an emer- 
gency—the long time that elapses 
between the imposition of new taxes 
and the yield of additional revenue. 
Collection at the source could also 
be extended to interest and dividend 
payments. It would not be possible, 
of course, to collect either of these 
taxes entirely at the source. In the 
case of the net income tax, only the 
normal tax—and not even this in 
some cases—could be collected at the 
source, and individual returns would 
be required from everyone for the 
payment of surtax, as has been true 
in England for some years. Such a 
procedure would have two important 


advantages. In the first place, col- 
lection at the source would prevent 
evasion. In the second place, collec- 
tion at frequent intervals would both 
provide the government with more 
revenue promptly and forestall a 
rise in prices by reducing individual 
incomes and purchasing power. The 
rates of these taxes, furthermore, 
should be readily adjustable. If tax 
rates are fixed for a year in advance, 
individual incomes might increase 
more than anticipated within that 
period or there might be an unfore- 
seen change in the volume of con- 
sumers’ goods, either one of which 
might cause a rapid rise in prices. 
Professor A. G. Hart has proposed 
a plan whereby rates could be 
changed quarterly or even monthly, 
if necessary, in the light of changes 
in prices. If prices are rising rap- 
idly, an increase in rates would be 
indicated in order to prevent con- 
sumers from forcing prices still 
higher. 

A gross income tax would be more 
equitable than a sales tax, since it 
would be levied in proportion to 
gross income rather than in propor- 
tion to expenditures; expenditures, 
it is well known, make up a larger 
proportion of gross income in the 
lower than in the higher income - 
groups. In comparison with a sales 
tax or with a gross income tax, a 
net income tax would be more com- 
plicated. The problem of exemptions, 
for instance, would be a difficult one. 
But the problems involved would not 
be insuperable, and the greater 
equity achieved by such a tax would 
outweigh its administrative difficul- 
ties. Excise taxes should not be com- 
pletely disregarded, however, in spite 
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of the fact that they should not be 
relied upon to furnish much rev- 
enue or to reduce individual pur- 
chasing power to any great extent. 
Some special excise taxes will no 
doubt be necessary to curtail con- 
- sumption and production in certain 
lines in which there are shortages 
of labor and materials, and in non- 
essential industries. 
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